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Tax reform is like Michelle Kwan, according to Senate Finance minority senior counsel Russ Sullivan, who spoke at the February 
24 meeting in San Antonio of the USA branch of the International Fiscal Association. Analogizing to the American skater who 
failed to compete in Torino, Sullivan said that 2006 would be a year in which expectations from tax reform exceed results. (Your 
correspondent is oblivious to anything going on in Torino that does not involve calcio, but Sullivan found plenty of Olympic 
analogies for this largely American audience.)  

Sullivan's boss, Senate Finance Committee ranking minority member Max Baucus, D-Mont., has already pronounced tax reform 
"dead," so Sullivan was more polite. Tax reform is not on the 2006 agenda, and broad-based reform will not occur until someone 
runs for president on it and wins, like Ronald Reagan did. Well, what about the President's Advisory Panel on Federal Tax 
Reform? Sullivan commented that it was "not balanced" and did not engage with Congress. He said the Bush administration was 
"backpedaling" on some issues, and he wondered whether Treasury Secretary John Snow would even make recommendations 
this year.  

That doesn't mean no reforms will happen. International taxation is in play. Baucus, who is keenly interested in competitiveness -- 
meaning job creation in America -- plans to make some international tax proposals, according to Sullivan. House Ways and 
Means Committee Chair William M. Thomas, R-Calif., already plans to do so, probably along the lines of territorial taxation. 
Baucus, for his part, wants a section 482 fix, according to Sullivan. Finance has been working on a report about the IRS advance 
pricing agreement program, which should be released this year. Though the report concerns a section 482 compliance 
mechanism, it raises larger questions of transfer pricing enforcement. So along with the report may come some prescriptions to 
modify the laws or the enforcement of transfer pricing to ensure that transactions between controlled taxpayers are at arm's 
length.  

Other subjects piquing the interest of senators will be estate taxes, the alternative minimum tax, and health savings accounts. 
Baucus is one of the few Democrats in favor of estate tax repeal, Sullivan noted, but the likely result of the debate that Senate 
Majority Leader William H. Frist, R-Tenn., plans to have is more like reform. Reform might be something along the lines of the 
lower rates suggested by Senate Finance Committee member Jon Kyl, R-Ariz. The president's health savings accounts, a 
centerpiece of his budget, are going nowhere, according to Sullivan.  

The AMT is seen as a winning issue for Democrats, not merely because many represent the blue states of New York and 
California, which account for the bulk of the payers. Howling about the AMT is a way for Democrats to support a tax cut instead of 
simply opposing Republican tax cuts. President Bush has suggested a one-year fix in his budget -- his first suggestion for an AMT 
fix. Democrats may even go so far as to propose permanent AMT repeal, Sullivan mused.  

Speaking of Republican tax cuts, the tax reconciliation bill may be irreconcilable. Republicans chose to put expensive extensions 
of dividend and capital gains tax cuts in that bill, so they have to live by the Senate rules governing such bills. The bill "will be 
more complicated than people think," Sullivan said. If there are no revenue offsets, Republicans need 60 votes in the Senate. 
They don't have them, because 44 Democrats will oppose a bill with no offsets. Moreover, a reconciliation bill cannot have 
significant revenue costs in the out years, as capital gains tax cuts tend to have. So Baucus will raise a point of order if there is no 
offset for the significant costs of the tax cuts for investors.  

What form might those revenue offsets take? The Senate bill contains revenue offsets that House Republicans oppose, like 
economic substance codification. Baucus and Finance Committee Chair Chuck Grassley, R-Iowa, are adamant about moving the 
2003 effective date of the inversion (section 7874) and sale-in, lease-out (section 470) provisions of the American Jobs Creation 
Act of 2004 back to their originally proposed March 2002 effective date. The Senate has also unanimously supported mark-to-
market for the capital gains of expatriates. Sullivan predicts that "offsets" endorsed by the House would take the form of "revenue 
shifts" -- gimmicks that move revenue from a later year into an earlier year, like nondeductible Roth IRA contributions.  

And what about dynamic scoring of revenues, which would presumably prevent capital gains tax cuts from being deemed to cost 
anything? Sullivan noted that the Treasury could pursue dynamic analysis without having to ask for a budget allocation and that 
Congress also retained the power to stop Treasury from doing so by restricting funding. It is unlikely that Congress would adopt 
dynamic scoring anytime soon, though the Joint Committee on Taxation staff has experimented with it. Sullivan noted that 
collections of capital gains taxes have increased recently.  
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